TAX 
POLICY 


Wise Tax Policy Necessitates Reliable Tax Information 


Volume XXV, No. December, 1958 


THE AUTHORITY DEVICE FOR FINANCING 
PUBLIC WORKS 


WALKER 


Executive Director, Tax Institute, Incorporated 


EVALUATING THE AUTHORITY 

PERTINENT QUESTIONS CONCERNING THE AUTHORITY DEVICE ...... 


REFERENCES AUTHORITIES AND WorKS FINANCE ....... 


Single copies, cents. Special prices quantity orders. 


TAX INSTITUTE 
Incorporated 


457 NASSAU STREET PRINCETON, 


PAGE 
FUNCTIONS CARRIED OUT AUTHORITIES 


THE EXPERTS DISAGREE 


Let state the everyone already knows—that authority financ- 
ing answer the financing metropolitan government, although may not 
the answer. answer for the simple reason that authorities and special 
districts now operate successfully number metropolitan areas. The concept 
the municipal authority has been made brilliant reality local government 
administration such agencies the Port New York Authority, the Metro- 
politan Water District Southern California, the Sanitary District Chicago, 
the Hartford County Metropolitan District, and others. 


American metropolitan areas must move towards the establishment and 
the financing adequate metropolitan governmental institutions order 
the governmental job our urban areas need. The municipal authority big 
step this direction. 

—H. “Is Authority Financing the Answer?” Financing 
Metropolitan Government, Princeton: Tax Institute, Inc., 1955, 
224, 232. 

would seriously take issue with Mr. Alderfer, that the hoc unit any- 
thing except splintering off public services from general governments for 
purely opportunistic reasons. The hoc approach does not get the funda- 
mentals, and once you splinter the thing completely and try find the govern- 
mental service among numerous agencies you sacrifice economy, efficiency, and 
responsibility. The economies large-scale operations and integration are lost. 
The special district may solve problem temporarily but over the long run 
answer whatever. leaves general government high and dry. provides 
solution over-all problems generalized service. The hoc approach can 
applied easily areas which special service charges are appropriate, where 
can applied either the service charge area where grants-in-aid can 
easily given special functions, but the hoc approach begs, general, the 
whole problem. 

—SIMEON LELAND, “Discussion Taxation for Metropolitan Government,” 

Financing Metropolitan Government, Princeton: Tax Institute, Inc., 1955, 

271. 

one the practical local instruments for going alone the so-called 
authority. But personal belief that the authority has very great political 
limitations and very many fiscal drawbacks, even though has emerged many 
places useful and economic transitional financial and administrative device. 

“Synthesis Symposium,” Financing Metropolitan 
Government, Princeton: Tax Institute, Inc., 1955, pp. 276-77. 


not suggested that public authorities are dangerous because their alleged 
autonomy. However, noted that many public authorities might not, really 
exercise high degree independence. they do, there some danger up- 
setting the political equilibrium the community; they not, they lose most 
the comparative advantages credited them. would seem the wiser 
course for the legislative body exhaust every possible governmental remedy, and 
assume real leadership and educational responsibility, before further 
tion sovereignty which already process distribution into independent 
hands. 

—CHARLES INGLER, “Are Public Controls Over Authorities Adequate?” 
Proceedings National Tax Association, 1957, Harrisburg, 1958, 
262. 

impressed—as believe many others be—by the success that the 
authority device has brought the effort enlist the performance certain 
class governmental activities the skills technically proficient, career-minded 
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WAS assigned the hybrid topic dedicated tax revenues and special dis- 
tricts, but shall confine remarks almost exclusively the authority 
device for financing public works. Dedicated tax revenues are not necessarily 
confined special districts. They are frequently used duly constituted gov- 
ernmental bodies for the support regular governmental functions. 

Having always had profound respect for orderly budgetary processes, 
wary dedicated funds—particularly for regular governmental functions 
carried regular units government—whether these dedicated funds for 
such functions are for operating costs capital outlay. Students public 
finance have long bewailed the use earmarked funds, but their disapproval 
appears have been little consequence, the practice proceeds apace. 


DEFINITION AUTHORITY 


Definitions vary somewhat, but rather generally agreed that authority 
corporation set under state enabling legislation carry specific func- 
tions outside the regular structure government, and with the power fi- 
nance its activities through revenue bonds financed user 

The principal reasons given for utilizing the authority device are escape 
the restrictions imposed constitutional debt limitation, overcome the 
difficulties occasioned overlapping governments, and secure freedom 
action and continuity policy. 


More authorities have been created secure transportation facilities 
than for any other purpose. Under this heading may grouped turnpike, port, 
airport, bridge and tunnel, and parking authorities. The authority device has 
also been frequently used for water supply and sewage disposal facilities. 
Power development authorities have been set the federal and state gov- 
ernments. Public building authorities, particularly for school buildings, have 
been set some state and local governmental units. There are also other 
miscellaneous uses authorities. 


Presented the panel “Financing Municipal Capital Improvements” the 
64th Annual National Conference Government the National Municipal League, 
Colorado Springs, September 15, 1958. 

1See Council State Governments, Public Authorities the States, Chicago, 


TAX POLICY 


size authorities run the gamut from such inajor enterprise the Port 
New York Authority—with investment facilities $728 million and 
net revenue for debt service $46.4 million the 
little school building authorities Pennsylvania. These have been set 
local school districts construct school buildings which are then rented the 
district. 


EVALUATING THE AUTHORITY 


Authorities vary much purpose, pattern, and powers that blanket 
endorsement indictment possible. Instead seems more appropriate 
consider them ranging from the more the less defensible. 

The case for interstate and multi-city agency such the Port New 
York Authority the Delaware River Port Authority stronger than for 
agency that carries all its activities within one state. 

Again authority that supported genuine user charges more de- 
fensible than one that actually supported taxes once twice removed 
the case local school building authorities. 


PERTINENT QUESTIONS CONCERNING THE AUTHORITY DEVICE 


There are certain questions concerning the use authorities that deserve 
serious consideration. 

Have authorities proliferated largely because are going through 
transitional period with respect local government and the allocation and 
reallocation governmental functions? 

have authorities and special districts because they represent the 
easy way out and not care tackle more fundamental problems, such 
constitutional revision and reorganization local government patterns? 

Or, put more charitably, are using authorities the interim 
while are trying work out more orderly scheme local government? 

But, are danger perpetuating through the authority system 
some governmental patterns that appear indefensible, such school 
sewer districts that are too small practicable? 

Are taxpayers paying more than should for the services pro- 
vided authorities? Interest rates authority bonds are usually higher be- 
cause they are not general obligation bonds, but actually are paying for 
that isn’t there? Would the government allow the bondholders 
take over facility the event default, would the parent govern- 
ment step into the breach? the latter, have been needlessly paying the 
higher rates, since the bondholder has much actual protection 
would have had general obligation bond. 

Does the fact that most authorities are too limited scope have self- 
insurance mean that the user paying more than would have the func- 
tion had been carried the parent government? 


Welles Gray, discussion “The Authority Device Present Fiscal Systems,” 
Proceedings National Tax Association, 1957, Harrisburg, 1958, 
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Does the earmarking special user charges weaken the general tax 
base the governmental area? And the same connection, does the hand- 
ling the profitable enterprises authorities act detrimentally with re- 
spect the conduct the less profitable ones? 

For example, the Port New York Authority, with sound reasons for 
doing, handling the more profitable aspects transportation facilities 
the New York area and leaving other agencies (or perhaps general 
neglect) the less profitable unprofitable facilities. 

Are segregating functions that should integrated? For example, 
the New York area there crying need for comprehensive attack the 
transportation problem whole, but present under the aegis 
several authorities, with few stray waifs left out the cold. 


use the Port New York Authority again example, the very suc- 
cess its activities some respects intensifies the transportation problem 
others. pours motor vehicles into the city ever-increasing numbers. During 
the rush hours heavily crowded commuter busses trying enter the crowded 
tunnels must take their turns with hordes private cars carrying single pas- 
sengers. The increasing influx private cars makes transportation bus, 
taxi, truck more difficult. The life the pedestrian and bus rider New 
York becomes constantly more miserable. bus are spaced farther and 
farther apart and many avenues and streets are devoted one-way traffic 
every intra-city trip local bus involves more and more walking. Ironically, 
this taking place time when New York becoming largely low-income 
population city. seems have been overlooked that each time streets and 
avenues are converted one-way traffic, there thereby generated substan- 
tial amount additional pedestrian traffic crossing streets and walking the 

There intention imply that the Port Authority responsible for 
the regulation street traffic, but perhaps that one evidence the crux 
the New York traffic problem. There sorely needed some agency that 
will have comprehensive point view toward New York’s transportation 
and traffic difficulties seen whole, with judicious weighing the rela- 
tive needs private vehicles, truck transportation, mass transit, miscellaneous 
other transportation vehicles, and even the humble pedestrian. What that 
agency should constitutes one New York’s most difficult problems and 
inuch serious thought being given it. 

Important are the questions efficient administration and economical 
cost, there are questions even more fundamental nature involved the 
use authorities. For example: 


Are authorities weakening citizen interest and control governmental 
activities? 
Are they promoting some functions the expense others? 


Are they providing pattern government under which can grow and 
adapt future needs? 
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Basic ALTERNATIVES AUTHORITIES 


Notwithstanding the defects and dangers inherent its use, the authority 
device has proved workable method getting vitally needed facilities 
the face extraordinary difficulties. Are there alternatives continued and 
increasing use this device? Perhaps not some extreme cases, but with 
respect the overwhelming proportion current examples, does seem 
that there are alternatives which offer sounder long-range approach. Unfor- 
tunately, however, they are difficult achievement. 

Our state and local governments are afflicted with two basic defects. The 
almost universal defect relates the pattern local governments. There are 
excessive number local units too small function efficiently and econom- 
ically. Moreover, there wasteful and cumbersome overlapping govern- 
mental units. 

Second, many states the constitutions contain crippling restrictions that 
make impossible for the local units meet their current responsibilities. 

These two defects are the core state and local governmental problems. 
They distort functional operation and they magnify governmental problems. 
They result inefficiency and higher governmental costs. Slow and painful 
progress being made both these basic problems. Some the states are 
trying modernize their constitutions, and during the last quarter century 
the number local units has been cut more than third. 


With Respect Small Overlapping Governmental Units 


What alternatives the authority device have? First, with respect 
functions that cannot efficiently carried within the limits present 
governmental boundaries, governmental reorganization presents alternative. 
The following suggestions have been proposed: 


metropolitan unit government, such the Municipality Metropolitan 
Toronto. 

Service the central city outlying governments the basis reasonable 
charges for the services rendered. number instances this sort may 
found connection with water and sewer services and occasional ones con- 
nection with other functions. 

Service the county the municipalities within it, also service charge 
basis. This movement appears have gone further Los Angeles County 
than elsewhere. 

Assigning metropolitan functions the county, has been done Dade 
County, Florida. 

Action the state certain instances, such the development water re- 
sources the state, with sale water the municipalities. the November, 
1958, election, New Jersey voters approved plan for the state develop 
some major sources water supply and sell water municipalities the 
region. 


With Respect Constitutional Restrictions 


The alternative with respect constitutional restrictions can simply 
stated: sufficient voter interest, responsibility, and initiative revise the consti- 
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tution. state constitutional restriction blocks provision for imperative 
need, inevitable that way will found circumvent the constitution. 
tend correct one artificiality with another. This process subterfuge 
brings its wake, however, higher costs and other results that are likely 
far more objectionable than those that would result from more elastic consti- 


tutional provision. 
* 
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(Continued from page 
personnel who would immune the blandishments job opportunities 
conventional civil service setting. 

Furthermore, can appreciate that the authority device often provides way 
get done expeditiously, and that this respect contrasts favorably with 
the leisurely pace achievement have often associated with established, old- 
line governmental bodies. 

Finally, fully aware, believe, the role that the authority has play 
providing solution one the most vexatious problems modern govern- 
ment, that serving the needs ceaselessly growing and changing metropolitan 
areas—those straddling state lines, particular—which have largely outgrown 
governmental structure carried over from earlier day. 


Authorities, true, constitute added layer already elaborate and 
complex governmental structure. this account, there are many who view their 
proliferation with The impetus that the authority form has given 
the application government the user-charge principle, however, represents 

“Economic Effects Authority Operations and 
Financing,” Proceedings National Tax Association, 1957, 
Harrisburg, 1958, pp. 269-70, 272. 
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